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Cook: Letters

LETTERS

Management intelligence
My compliments to Bertram A.
Colbert for his very
article
“Pathway to Profit: The Manage
ment Information System” (M/S,
September-October ’67, p. 15). It
is one of the few articles that it
has been my fortune to read show
ing actual application techniques
for which management informa
tion systems should be designed.
All too often information systems
have been given the role of being
static storage devices rather than
dynamic analytical devices. We
hear much about single-dimen
sional flow systems, multi-dimen
sional flow systems, on ine sys
tems, off line systems, real time
systems, integrated systems, total
systems, etc., ad infinitum. Many
of these concepts are quite theo
retical and academic. The proof of
any system is in its installation and
operation. Too few of the pub
lished articles discuss case histories
which review how an installed sys
tem actually operated. Good appli
cation techniques, as Mr. Colbert
has illustrated, and/or good case
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histories of actual experiences that
have been encountered are most
useful and helpful in creating bet
ter understanding of management
information systems.
Here are some questions and
comments based on some experi
ence with the type of analysis
presented:
Considering Chart 4 (Symptoms
of an Inadequate Management In
formation System), it would be my
thought that one of the great psy
chological problems is suspicion
and apprehension. This comment
is based on three reasons.
First, many supervisors and
managers have not kept abreast
information systems and data proc
essing technology and philosophy.
When it is suggested that a ma
chine-oriented system be created
to help with decision making, it is
immediately translated into mean
ing that the supervisor or manager
will be replaced and a machine
will do the decision making. As
many know, this is not the case.
This idea, however, is quite pre
valent, and, no matter how one
sells, this apprehension is always in
the background and prevents or
retards significantly the develop
ment of an information system.
The second reason stems from
the machine output. It is difficult
for some individuals to accept that
all the printout is necessary and
that with all those numbers there
are not some errors. There is con
siderable suspicion on the part of

the supervisor, particularly if he
has some “rule of thumb” technique
he can jot down on the back of an
envelope to get an approximate
answer. It is not my desire to be
little approximating techniques or
to discourage a healthy skepticism
toward answers from processed
data, but if decisions to act are
made from backs of envelopes, the
organization is still being run by
the seat of the pants. Backs of
envelopes may be used for rough
orders of magnitude, but in the
complex conditions prevalent in
business today the more precise
the information and assistance the
supervisor or manager has avail
able to apply to these complex
problems the more effective will
be the results. This is not to say
that decisions or actions should be
deferred for the ultimate in infor
mation quality or quantity. There
is an optimum relative to the tim
ing of the situation.
The third, and most important,
reason is related to accountability
and performance. Many supervi
sors are apprehensive of any rec
ord that would make them ac
countable for performance. The
less that is “chiseled in stone” the
better, because, without the infor
mation, there can be no adequate
comparisons of actual performance
against what supervisors or man
agers said would be done, much
less what could be done.
With regard to techniques, it
pleases me to see Mr. Colbert sup
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ment information system?
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regarding information sys
three clerks with three hand cal
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processing and be far more eco
calendarize this project by item
in the lower echelons? Does top
nomical than a computer. Also, be
with the related costs, then the
management see only what the
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cause of the great strides made in
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lower echelons want it to see?
This is another situation that could
call for another lengthy comment.
Returning to the case of Com
pany X, rather than continuing to

increase investment in recreation,
perhaps, with proper internal capa
bility evaluation, it would be bet
ter to invest in pharmaceuticals or
food supplements. The return on
the investment may be consider
ably better. Possibly diversification
by merger or acquisition is the
route. These would be very signifi
cant strategy decisions for the offi
cers of Company X. This is what
management information systems
are all about, i.e., processing all
the data in
many ways
pos
sible with completeness in order to
supply properly evaluated and
meaningful data to management to
assist its strategy decisions. When
all the relationships have been ex
amined and there is a doubt about
what course of action should be
taken, then synthesis and simula
tion could be a valuable adjunct to
the decision making process if it
has not already been done.
Allow me to turn to Mr. Col
bert’s reference to Chart 27 (p.
24). (It is assumed there is an
error in the chart make-up since
the asset-liability ratio is not gen
erally expressed as a percentage.)
Mr. Colbert indicates that Com
pany X compared itself to eight
other companies in the same indus
try. He indicates that in the other
eight companies the ratios changed
very little, yet Company X changed
its ratio over a three-year period to
a more and more attractive figure.
(Italicizing mine). From the graph
it would appear that the change
was from about 1.9 to 3.5. What
is a more attractive ratio?
This ratio falls into the same
category as price-earning ratios or
leverage factors. It is difficult to
evaluate because of its crudity.
This ratio varies with the type and
size of the business, differences in
accounting methods, its operating
strengths and weaknesses, and the
business cycle. It is based on past
history and is determined for some
finite point in time. This ratio does

not make
for the dy
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namic nature of the current asset
and current liabilities accounts. It
also depends on what the overall
corporate strategy is. If you are
looking for growth, that is one
thing. If there is foreboding of a
recession, that is another thing. If
Mr. Colbert thinks it is more at
tractive to have a 3.5 ratio than a
1.9, then he must qualify what
internal or external forces that
existed had a bearing on this deci
sion. Sensitivity analysis might
throw more light on the subject.

Other interpretations
Assuming there was no change
in the external or internal environ
mental conditions and that the
good correlation of the price index
simulation forecast prevails, it
would be my thought this com
pany is getting conservative. As
Mr. Colbert notes relative to com
pany performance: Chart 24: Sales
going up; Chart 25: Ratio of net
profits to sales better than industry
average and improving; Chart 26:
Net profit to invested capital better
than industry average and improv
ing—why hold back? Here is a
company whose management ap
pears to be doing a good job in
income performance. Why should
they tie up capital by increasing
the asset-liability ratio? One would
expect that a company would in
crease its assets or reduce its lia
bilities if it planned a program of
expansion either through new
plants, increased marketing, or
mergers. Also, a company might
reduce liabilities because of cred
itor demand, new long-term financ
ing, or some foreboding in the
business horizon. These things we
do not know. There are many rea
sons for increasing the current ratio
and many ways to accomplish it.
To indicate that increasing the cur
rent ratio is favorable leaves many
things to be understood.
Ratios can be misleading. For
instance, in the case of Company
X, if the inventory is large and in
creasing because of slow market
movement and there is a consider

able time gap for payment of re
ceivables, then the 3.5 ratio may
not even be good. When you look
at Chart 22, the turnover rate for
the industry is 4 to 1. Judging by
the sales curves, Company X prob
ably would have a better turnover
ratio than the industry average.
Assuming no inordinately large in
ventories, maturing liabilities, or
whatever, a lower ratio would be
tolerable.
1.9 ratio, although a
little on the skimpy side, could be
good inasmuch as a ratio of 2 can
be tolerated for a competitive com
pany, particularly if inventories
move fast and receivables are
quickly turned to cash.
If it were I, I would want to
know what Charts 18-23 look like
for Company X. Industry averages
are fine, but, as Mr. Colbert noted,
this company did not follow the
trends of the industry and per
formed better because of better in
formation analysis. The challeng
ing question is: Could they have
done even better?
It has been my purpose in com
menting on this article to indicate,
in addition to what Mr. Colbert
has so aptly shown, that if an or
ganization can overcome the fear
associated with machine-oriented
systems, maintain a criterion of
completeness in studying data, and
be sure an in-depth study in har
mony with the company’s overall
character, philosophies, and strate
gies is performed, this organization
can be a leader in its industry in
profits and happy shareholders.
I am in agreement with Mr. Col
bert’s closing comments that the
current and future profit picture
in any company will result from
intelligent use of information. The
information system, however, can
be sophisticated, the data most
exact, and the analysis quite com
plete and in depth, but it still takes
the intelligence of a good executive
to appraise the facts and decide
the action to be taken. Executives
still make the decisions!
Philip G. Cook
Engineering Systems Analyst
Department of Finance
California State Lands Commission
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